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tsrief Answer Questions [tr0x2:20]
Attempt ALL questions.
1.' What are the functions of manageriai finance?

2. How is perpetuity different from annuity?

3. In what situations should a firm consider the use of stoek dividend?

4. List three advantages of net present value method over pay back
method.

5. What are the motives for holding cash?

6. The cost of common stock is always higher than that of debt capital.
Justifu.

7. Sindhu Company has been procuring in a lot size of 1000 (EOQ)
units, material cost per unit is Rs. 20, ordering cost is Rs. 100 and
estimated holding cost is 20 percent of unit cost per unit. What is the
annual requirement in units?

8. The Everest Trading Company has operating profit of Rs. 40,000,

interest expenses of Rs. 6,000 and prefened dividend of Rs. 8,000. If
it pays tares at the rate of 25 percent,'what is its Iinancial BEP?

C*ndidates are required to give their atrswers in their csu,n w*rd,r
as far as pracficable.
Tlte figures in the margin'indicate full marks.

Group "A"

Stock Y has a beta of 1.45 and expected return of 17 percent. If the
risk free rate is 6 percent and market risk premium is 7.5 percent Is
the stock correctly priced?

The New Kanchan Company's cgrrent EPS is Rs. 6.50, It was Rs.

4.42 five years ago. What was the past growth rate in earnings?

( t)

9.

10

ts"8.S.



ezrpUp-1'ff"

Descriptive Answer Questions t5x10:50]
Atternpt only FXVE questions.

n X. F{ew dces wealtf} rnaximrizatiom goal or/ereolne the drawbacks of profit
i'ilaxirnization goal? tiOl

'$^
tL" follr:wing data appiy tc Sagarmatha Comrpany.

Caicutration is based on 350 days. Sagaruratha trlas not issued any
preferred stock.

a. Find Sagamnatha's current assets.

b. What are the limitations af ratio analysis? [6+4]

i3. Agsume that .i year frotr now you planto deposit Rs. 1,000 into a

, ,,{avines 
accodnt that plys a nominal rdte of 8 percent..#

\4- 
a. if th* bank'compounds interest annually, how much will you have

in your account 4 years ftory now?

b. What would your balance be 4 years from now. If the bank used

\I

$

d. Suppose you deposited 4 equal payments in your account at the
end of Years 1,2,3 and 4.Assuming an 8 percent interest rate, how
large would each of ygur payments have to be foryou to obtain the
same ending balance as you calculated in part a? $x2.51

14. Everest Company's current stock price is Rs. 360 and its last dividend was
Rs. 24. In view of company's strong.financial position and its consequent
low risk, its required rate of return is only 12 percent. If dividends are

(?)
P.T.o.

quarterly compounding rathbr than annual compounding?

Suppose you deposited the Rs. 1,@ in tpavmenjs orns. ZSO -

each at the end of-Years'1,2, 3, and 4, How much would you have
in your accouni at end of year 4, tfased on 8lercent *rr*t
compounding?

Cash amd marketable
se#i.urfies

$ts. 1CI,00$ Sales Pr
100,000

Fixed assets H"s. 2S,350 Netincome Rs.5,000

Quick ratio 2"0x Current ratio 3.0x
Days sales

outstancling (DS(})
4(} clays Return on equiry

(RoE)
n.a%



1J. smaii tcoL foxnpmli was r*eently formed to maatuf"acture & new product

The e*inpamy has the fcrilowing capritaX st"nic,ture im th* hegi.nning r:rf the yea"r

1{\) 1

The corirnci:i sta.*k s*lis fq:r Rs" 2S0 a share on this data' Last year

cornpany paid clir:i,:*d of F*s. 20 per share and expected to gr*-oyq;4t.the

rate of 10 perceru' Tire cornpany has a marginal tax rate of 40 Perc*nt"

-*-N,rj*;teCi 
t* gIOt/ il[ i]" ec,r1$taitri filtg ;n ih,r} i'';t'"ti'';.. irili'i it fi:4ui.{id, f'*ttl t"}f,

r?nixfl on str:r;xr is exp*d'ed t;; r*ri:;iinl? gr':l*rnf ''l'irai; i:i *';r:itp;xr3r's

t:xpeeted stcck prir:e 5 .v*ars iro-lll ir*x'? i

a" Compute lht,l-t'l:r's *'cighted average cost of capital'

b. Is the f;gme +:*:.p*tedsr (a) is an appropriate acceptance citeria

for€vaiiatillg ne:w irivesturent proposal? [8+2]

Analytical Answer Questions

Attennpt any TWO questlons"

2 at its

of 12,000 units, what is the

[5+s]

[2x15:30]

current
lnc01ne

a. If saies are expected to increase by ?0 peroent frorythe c'u:tent

iO,OOO ruiits sales position, what would be the restrlting operating

13% Debentu.re of 2CI30

87o Freferenc* stock

fl.s.6 rnillion
Rs.2 million
Rs" 8 millionshares *f E.s. iCor:ernon stock
Rs. 16 millionTotai

firm's new DOL figure?

G!'Slup "C"

16"

\"

1?. 'ffiiy is the manage*.,rent $f,1&,orkingl*apit*]iurpo'rt;ur3 i* a i:ur:iness?

F{cw d**s tne gc,ie *rcdit poli*y c,f a fr^rm }r*,ips irl ri:aftag{'*rme'nf' +f,

lq+61vEnrking eaPitai? Ex11lain'

t h.lr,;,sidu'; ittt: rrolrabilii"; dir'ilihution of +itercia;ivt: *i'ics u'' lt''u'
'/ ,ssa*iate''l *'iil; sitrck A anri [] gi'cn in th+ fcllowing
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19.

a" Calculate the expected return and standard dEviation of Stock A
and Stock B

b. What are the covariance and correlation coetficient between Stock

A and Stock B?

c. If you form a portfolier of Stock,{ and Stock B c*mprising 70

percent wealth in Stock A and the rest in Stock B, caX*ulate the risk
and return of your portfolio. Are you able to diversifu the risk
forming the portfolio?

d. Covariance between stock B and market is 140 and standard

<leviation of,market is 9 percent. If risk free rate is 6 percent and

mmket risk premium is also 4 percent, calculate required rate of
reiurn on stock ts. Is stock B overpriced or underpriced?

[5+3+3+3i

projects:

t.

X l-td" has identitied the fclllowing twr: mutually exclusive I
o

tJ-

Year Cash Flow (A) Cash Flow (B)
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(Rts" 100,000)

35,000

35;000

35,000

(Rs. 100,000)

45,000' r rldo€ca
30,000-.-.- ?CL5\s.c

40,000 ' - Jl-at,u>3
1

trVhat
spply

is the internal rate of retr.rrl for each of these projects? If yau
the IRR decision ruie, which

accept? Is this decision necessarily

b. If the required retum is tr i percent, what is the NPV f*r e*ch of
these projests? &hich prtrject vnil you choose if you appiy the
NFV decision rule?

c. If there were a conflict hetween iRR and NFV rle*isicn rules, how-

would you choose thepraject?

d. Why the projects becorne rnutually exclusive? [6+-5+2+1]
il

/0{1\,y'

d

-209/o

30%
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St**k B

5%

25%
30
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project should the compffry
correct?


